Woman C.P.A. Volume 16, Number 4, June, 1954 by American Woman\u27s Society of Certified Public Accountants & American Society of Women Accountants
Woman C.P.A. 
Volume 16 Issue 4 Article 8 
6-1954 
Woman C.P.A. Volume 16, Number 4, June, 1954 
American Woman's Society of Certified Public Accountants 
American Society of Women Accountants 
Follow this and additional works at: https://egrove.olemiss.edu/wcpa 
 Part of the Accounting Commons, and the Women's Studies Commons 
Recommended Citation 
American Woman's Society of Certified Public Accountants and American Society of Women Accountants 
(1954) "Woman C.P.A. Volume 16, Number 4, June, 1954," Woman C.P.A.: Vol. 16 : Iss. 4 , Article 8. 
Available at: https://egrove.olemiss.edu/wcpa/vol16/iss4/8 
This Article is brought to you for free and open access by the Archival Digital Accounting Collection at eGrove. It 
has been accepted for inclusion in Woman C.P.A. by an authorized editor of eGrove. For more information, please 
contact egrove@olemiss.edu. 
Michigan Specific Tax on 
Business Income Donovan J. Rau
Deferred Charges—What They 
Are and How Handled Julia Kaufman
Chapters in Action—Muskegon Dorothy M. Wisch
Auditing in Transit Harold A. Sentman
Theia A. CascioIdea Exchange
JUNE 1954
How to prepare for 
the CPA Examination
IAS offers an intensive CPA Coaching Course which has 
produced outstanding results. It is available only to com­
petent accountants qualified through training and experi­
ence to prepare for the CPA examination. No attempt is 
made to teach general accounting; the entire course is 
pointed directly at the CPA examination.
• The need for special coaching has been well established 
by innumerable experienced accountants who have floun­
dered in the examination room. They knew how to make 
audits but they didn’t know (1) how to analyze problems 
for the purpose of deciding quickly the exact requirements, 
(2) how to solve problems quickly, (3) how to construct 
definitions acceptable to the examiners, or (4) how to decide 
quickly on proper terminology.
• The IAS-CPA Coaching Course has been designed for 
busy accountants. The home-study method of tutoring is 
ideally suited to CPA examination preparation. Maximum 
use can be made of every available hour.
The IAS booklet, "How to 
Prepare for the C. P. A. Ex­
amination,” is available upon 
request. Address your card or 
letter to the Secretary, IAS...
• The text material consists of 20 substantial loose-leaf 
assignments totaling more than 800 pages. It includes 
hundreds of CPA examination problems and questions, with 
solutions supplemented by elaborate explanations and com­
ments, working sheets, side calculations, and discussions 
of authoritative opinions.
• Written examinations at the end of each assignment 
require solutions to problems of CPA examination calibre. 
These are sent to the school where the grading, including 
personal comments and suggestions, is done by members 
of the IAS Faculty, all of whom are CPA’s. Supplementary 
review material is furnished to those who want to "brush 
up” on specific accounting subjects, at no additional cost.
INTERNATIONAL ACCOUNTANTS SOCIETY, INC.
Correspondence School Since 1903
209 WEST JACKSON BOULEVARD • CHICAGO 6, ILLINOIS
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EDITORIAL
COAST-TO-COAST
Our column of chapter chit-chat and 
news is not lost or stolen, just strayed. Our 
National Bulletin is its new home. You will 
find it there, as full of information as ever.
We wish to take this opportunity to 
thank one of our most co-operative and dili­
gent associate editors for the many enjoy­
able columns she has contributed to our 
publication during the last few years. Thank 
you, Mary Tonna. We’ll be looking forward 
to reading your column in the National 
Bulletin.
EDITOR’S MAILBOX
An old saw we seldom agree with runs, 
No news is good news. Our magazine is 
published for our members and friendly 
subscribers. A few we are able to contact 
personally, a somewhat larger group we 
correspond with. The greater majority of 
you we never hear from. We’d like to hear 
from you.
We know that you don’t all agree with 
every article on accounting that we pub­
lish. We’re sure that there must be some 
particular subject you’d like more informa­
tion on. We’re willing to bet that some of 
you have excellent ideas for improving our 
magazine.
We won’t promise to publish all letters 
received, but we would like to include one 
or two in each issue. If you will let us know 
what you are thinking, we think we will be 
better able to please you.
CONGRATULATIONS
We note in the April 27, 1954 issue of 
The Miami Herald that Beth M. Thomp­
son, only woman CPA in Florida who oper­
ates her own firm, has been elected Vice- 
President of the Dade County Certified 
Public Accountants. Congratulations, Beth, 




A note from Paula E. Reinisch, Inter­
national Relations Chairman of ASWA, re­
minds us that it is time to consider making 
plans for attending the Third Inter-Ameri­
can Accountants Conference which will be 
held in Sao Paulo, Brazil, November 14- 
20, 1954.
The purpose of the Conference is:
a. To close and strengthen the bonds be­
tween accountants of American coun­
tries ;
b. To study and discuss common problems 
of the accountants of the hemisphere, 
with a view to establishing common poli­
cies applicable to their professional ac­
tivities ;
c. To study and discuss teaching methods, 
having in view the standardization of 
the cultural formation of the accountant;
d. To make available technical studies and 
the interchange of information related 
to Accounting and its various applica­
tions ;
e. To raise and dignify the profession of 
Accountants;
f. To standardize accounting terminology; 
g. To set up permanent bodies of a profes­
sional and cultural nature, destined to 
maintain contact and understanding be-
(Continued on page 6)
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MICHIGAN SPECIFIC TAX 
ON BUSINESS INCOME
By DONOVAN J. RAU
Mr. Rau, a graduate of the University of Notre Dame, worked for the Michi­
gan Banking Department before joining the staff of the Michigan Department 
of Revenue in 1933. In 1949, he was appointed District Manager of the Depart­
ment of Revenue, and, in 1953, received his present appointment as Director of 
the Specific Tax on Business Income.
Our new tax, which the New York Times 
on March 7 referred to as “A Tax in Michi­
gan Pleases Everyone,” does put into prac­
tice a theory that has been advocated for 
many years, namely, a tax on the “added 
value.” We do not go so far as to say that 
it pleases everyone, but there has been very 
little objection to the tax. No one is pleased 
with any tax, and especially so if it applies 
to them. This type of tax was suggested 
by Professor Thomas Adams at a meeting 
of the National Tax Association in 1917. 
And, in 1921, Senator Reed Smoot pro­
posed the same type of tax at the Federal 
level. Since that time many tax experts have 
suggested the “added value” principle of 
taxation, but Michigan is the first state 
to adopt this form of taxation.
This tax recognizes the inequity of in­
corporating in a tax base receipts which 
have already been included in the tax base 
of another subject to the same tax.
The tax is based on the “added value” 
principle. The words “added value” could be 
defined as the receipts from goods sold, 
less the cost of goods and services purchased. 
This principle serves to avoid pyramiding 
of taxes by allowing a deduction at each 
stage for all goods and services on which 
taxes have been paid previously by the 
producers.
For example, the producer of raw ma­
terial pays tax on the amount he receives 
for the merchandise, less his deductions 
such as the cost of merchandise which he 
has purchased for resale, plus all ordinary 
business expenses other than wages or de­
preciation, and pays tax on the value which 
he has added to the item.
The manufacturer pays tax on his re­
ceipts from the wholesaler, less his deduc­
tions such as the amount he has paid to 
the producer. The wholesaler pays tax on 
his receipts from the retailer, less his de­
ductions, and the retailer pays tax on the 
amount he receives from the ultimate con­
sumer, less his deductions such as the 
amount he paid to the wholesaler and his 
ordinary business expenses.
The result of this type of taxation is 
that only the valuation added to the prod­
uct by the business or industry which sells 
it is taxed.
To insure that no taxpayer, because of 
the nature of his business is less favorably 
treated than other taxpayers, a deduction 
equal to 50% is permitted any taxpayer 
whose deductions do not exceed that amount. 
This applies chiefly to a business activity 
engaged in rendering services and where 
inventories are not a factor. This feature 
is used by the professional group, radio 
stations, sporting events, and other service 
groups, although any taxpayer is allowed 
to use 50% of his gross receipts in lieu of 
actual business expenses.
The tax is something of a hybrid, pos­
sessing characteristics of a net income tax 
and a gross receipts tax, but differing fun­
damentally from them, as the tax base is 
“adjusted receipts.”
Essentially the term “adjusted receipts” 
as defined in the act, means that the tax 
base is on a business payroll, profits before 
income tax, depreciation, and capital ex­
penditures.
The measure of the tax is the adjusted 
receipts of each business enterprise subject 
to the tax. The statutory definition of busi­
ness, activity, sales and service are as 
follows:
Business:
“The term business shall include all 
activities engaged in or caused to be en­
gaged in within this state, whether in intra­
state, interstate, or in foreign commerce, 
with the object of gain, benefit or advan­
tage, whether direct or indirect, to the tax­
payer or to another or others, but not 
including the services rendered by an em­
ployee to his employer or a casual or isolated 
transaction.”
Entered as second-class matter at the Post Office at Chicago, Illinois.
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Activity:
“The term activity shall mean sales of 
property, real, personal or mixed, or the 
performances of services, or any combina­
tion of sales of property and performances 
of services.”
Sales:
“The term sales shall mean and include 
the transfer of possession or of ownership, 
or both, for a consideration.”
Service:
“The term service or services shall mean 
and include every type of endeavor other 
than sales.”
Our definition of person or company is as 
follows:
“The term person or the term company 
herein used interchangeably includes any 
individual, firm, co-partnership, limited 
partnership, joint venture, association, cor­
poration, receiver, estate, trust, or any 
other group or groups acting as a unit, and 
the plural as well as the singular number.”
You can see by the above definitions that 
every business activity is subject to the 
tax, such as retailers, wholesalers, manu­
facturers, professional groups, farmers, 
service organizations, and every other type 
of business activity.
The tax applies to the entire gross re­
ceipts of a business derived from or attri­
butable to Michigan sources, less certain 
deductions such as taxes other than those 
measured by net income, “amounts paid to 
any other business, the income from which 
is subject to the provisions of this act, 
or would be so subject if it was received 
or accrued from business conducted in the 
State of Michigan, or to any person or gov­
ernmental agency expressly exempted from 
the provisions hereof for the acquisition 
or use of property, services, privileges or 
facilities for the purpose of carrying on 
the business, except capital assets.” Rents 
or interest paid on the business enterprise 
are also deductible items, and every tax­
payer is allowed a statutory deduction of 
$10,000.00 per year, and the balance is the 
adjusted receipts which is subject to the 
tax at the rate of four mills.
The tax is computed in the following man­
ner :
A grocery store with gross receipts of 
$100,000.00 and having a cost of merchan­
dise purchased for resale of $75,000.00, 
plus miscellaneous expense such as rent, 
light, heat and taxes of $5,000.00, would 
have a total deduction of $80,000.00. It 
would also be allowed a statutory deduction 
of $10,000.00, making the balance subject 
to tax of $10,000.00 or $40.00 tax per year.
An example of how the tax is computed 
for a business not having an inventory with 
gross receipts of $100,000.00, but having 
the same expense items, would only have a 
deduction of $5,000.00. However, the law 
states that the taxpayer will take 50% of 
the gross receipts in lieu of business ex­
penses when the business expenses do not 
exceed 50%. Therefore, with $50,000.00 
in deductions, plus $10,000.00 statutory de­
ductions, leaves him with a balance of 
$40,000,00 subject to the tax or tax of 
$160.00 per year.
As you will note from our definition of 
the term business, the act states “but shall 
not include the services rendered by an 
employee to his employer.” Therefore, this 
tax does not apply to an employee working 
for wages, as his employer has paid the 
tax on his employee’s wages.
For firms which have business activities 
in Michigan and one or more other states 
or foreign countries, the act provides a 
formula for apportioning adjusted receipts 
in order that such a firm may be assessed 
on that fraction of business activity attri­
butable to Michigan. The basic principle 
is the ratio of receipts from its Michigan 
business to the total receipts of such tax­
payer.
In using this formula where sales are 
made:
(1) The receipts from the exclusively 
Michigan sales are 100% taxable.
(2) The receipts from Michigan to out- 
of-state consumers are 50% taxable.
(3) The receipts from goods “located 
without the state at the time of the 
receipt of or appropriation of orders 
where shipment is made to a point 
within the state” are 50% taxable.
(4) Where sales of property “not lo­
cated in any permanent or continuous 
place of business maintained by the 
taxpayer without the state where 
the orders were received or used with­
in the state” are 50% taxable.
Thus Michigan receipts are the total sum 
of the receipts from intrastate business 
and one-half of the receipts from inter­
state business.
Our definition of a multistate business 
or one doing business in interstate com­
merce is as follows:
“A multistate business is a business 
which, in its normal course of business ac­
tivities, maintains employees in, maintains 
a permanent place of business in, ships 
goods to or from, performs services in, or 
otherwise transacts business in at least 
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one state or foreign country in addition to 
Michigan.”
As you will note, a company that has 
any one of the requirements can qualify as 
a multistate business and use the formula.
Special formulas are provided for in the 
act for any company engaged in the trans­
portation business, such as railroads, truck­
ers, lake carriers, pipe lines and airlines.
If a multistate operator has receipts de­
rived from services, he arrives at the ad­
justed receipts by multiplying the total 
adjusted receipts by a fraction, the numer­
ator of which is gross receipts from serv­
ices rendered in Michigan and the denomi­
nator gross receipts from services rendered 
everywhere.
One of the most controversial problems 
of this or any other tax legislation, is to 
what extent a state can go in taxing a firm 
whose operations take place in several states 
and there is a shipment of goods and re­
ceipts over state lines.
Because our tax is entirely different from 
any other state tax, there is no judicial 
precedent established by other tax legisla­
tion. If you will refer to Supreme Court 
cases you will note that the opinions seem 
to be that states do have a right to tax 
out-of-state firms doing business in several 
states if an apportionment formula is pro­
vided for in the act.
Our act does provide for an apportion­
ment of adjusted receipts and does not dis­
criminate against any firm shipping across 
state lines. It is our firm belief that the 
interstate commerce clause does not intend 
to bar states from collecting tax from a firm 
just because it happens to be shipping 
across state lines.
Our tax gives them the same deductions 
as a Michigan firm, and under the appor­
tionment formula, we only tax 50% of the 
receipts derived from or attributable to 
Michigan when the goods do cross a state 
line, and no attempt is made to tax their 
total receipts.
Certain types of business are exempt from 
the act, such as the State of Michigan, its 
agents and its instrumentalities; religious; 
charitable; scientific; literary or educa­
tional institutions; nonprofit associations, 
such as trade groups and labor unions (how­
ever, unrelated business activities are sub­
ject to the tax, such as a union operating 
a restaurant). Banks, trust companies and 
insurance companies are exempt because 
they are subject to a special specific tax.
Our act calls for quarterly returns, which 
can be a reasonable estimate, and an annual 
return due ninety days after the end of the 
taxpayer’s year. Credit is taken on the an­
nual return for any payments made with 
the quarterly return. Seasonable and agri­
cultural producers are allowed, with per­
mission of the department, to file an an­
nual return instead of quarterly returns.
Any taxpayer who wants to pay one year’s 
tax in advance based on the previous year’s 
tax can do so, and this eliminates the neces­
sity of filing quarterly returns.
When the legislature first passed this 
act they had hopes that the tax would pro­
duce approximately thirty million dollars. 
In fact the tax was patterned to raise this 
amount. However, no one really knew what 
it would produce or how many would be 
subject to the tax. The first six months 
experience shows that the tax will produce 
between thirty-two and thirty-five million 
dollars a year, and we will have approxi­
mately eighty thousand paying tax, and 
about twenty-five thousand additional filing 
returns, but not having any tax to pay. Tax­
payers with gross receipts of $20,000.00 or 
less per year do not have to file, as they 
would not owe any tax due to the fact that 
they have an automatic 50% deduction in 
receipts and a $10,000.00 statutory deduc­
tion, which would leave them with a zero 
tax base.
Briefly, the above is Michigan’s new 
tax. If you have any specific questions 
please contact the writer direct at Michi­
gan Department of Revenue, Tussing Build­
ing, Lansing, Michigan.
(Continued from page 3) 
tween accountants of the Americas.
Anyone desiring further information 
may contact Paula Reinisch, 43 Richards 
Avenue, N.W., Grand Rapids 4, Michigan.
NEW AWSCPA MEMBERS
Elizabeth S. Anderson, 2637 South To­
ledo, Tulsa, Oklahoma. Member of Okla­
homa Society of CPA’s. Studied at Univer­
sity of Southern California.
Pauline I. Graaf, 9338 Columbia Blvd., 
Silver Spring, Maryland. Employed by De­
partment of Agriculture. Member of Dis­
trict of Columbia Chapter ASWA. Studied 
at Strayer College of Accountancy.
Mary Lou Hodges, 2703 Upshur Street, 
Mt. Ranier, Maryland. Employed by Beacon 
Electric Supply Co. Studied at Benjamin 
Franklin University.
Marietta Overback, 623 Madison, Evans­
ville, Indiana. Employed by Kent Plastics 
Corporation. Member of Indianapolis Chap­
ter ASWA and National Secretaries Asso­
ciation. Studied at Indiana University.
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DEFERRED CHARGES—WHAT THEY 
ARE AND HOW HANDLED
By JULIA KAUFMAN, Cleveland Chapter ASWA
Defer—To put off, postpone, delay 
Charge—To place to one’s account
Here we have the definition of the two 
parts making up the title of one section of 
the Balance Sheet. In whole then, we can 
say we postpone or delay charging up cer­
tain items. There is no fixed method or rule 
for the entire group, but perhaps that is 
what makes this particular section of the 
Balance Sheet so interesting.
Patents
Patents when obtained by the Inventor 
include all experimental expense, cost of 
working models and cost of obtaining the 
patent, such as attorney fees, drawing and 
filing costs. Up to this point no problem 
has presented itself. Suppose, however, 
there is an infringement suit. The results 
of the suit determine the worth of the 
Patent. If the suit is lost, the entire cost 
of the suit and Patent is charged off to 
Surplus. This deduction is allowable for In­
come Tax Purposes even though we make 
the charge to Surplus rather than an op­
erating account. Why use the Surplus Ac­
count instead of a Profit & Loss Account? 
Most business firms are interested in know­
ing and showing the results of their regu­
lar business operations. In this way the 
picture is not distorted by an extraneous 
item. If, on the other hand, the suit is suc­
cessful the cost of the suit may be included 
in the Patent Account and charged off over 
the life of the Patent, which is 17 years.
Patents when purchased present fewer 
problems. Here the cost can only be the pur­
chase price. If a Patent is purchased after 
it was first obtained by the Inventor, the 
cost would then be written off over the re­
maining life of the Patent.
There are other factors than the 17 year 
life of a Patent to be considered in decid­
ing upon the period over which a patent is 
charged off to operating expense accounts.
A fad item is one needing special con­
sideration. It is desirable to write off the 
Patent during the probable continuance of 
the fad. In the past, the Internal Revenue 
Department took the attitude that only 
l/17th of the cost of the Patent could be 
charged off each year until such time as it 
was a known fact that the patented item 
had no further use, then the balance of the 
Patent could be charged off. Recently they 
have ruled that, if it is known the Patented 
item will have a life of less than 17 years, 
the Patent may be written off over the 
known life of the article in question.
Improvements are always being made and, 
consequently, many Patents are superceded. 
This element makes it advisable to write 
off the Patent in a shorter time than the 
17 year life when the new Patent is ob­
tained by someone other than the owner of 
the superceded Patent. When a new or addi­
tional Patent is obtained so closely related 
to the first one as to extend the basic Patent, 
by the same person or firm owning the first 
or basic Patent, the unamortized balance 
of the original Patent may be carried for­
ward and written off over the life of the new 
one.
Copyrights
The life of a Copyright is 28 years and 
can be renewed for another 28 years. It is 
a rare publication that would have an active 
market for so long a period. The history 
of the World War, or a Faction, would be a 
good illustration. Common practice there­
fore is to write off the cost of the Copy­
right against the income from the first 
edition. A text book on the other hand may 
have many printings before being revised 
and a new copyright issued. Bear in mind, 
therefore, that the nature of the publica­
tion would determine whether the cost 
would be written off over a short period of 
time or a longer one. The cost of the Copy­
right itself is nominal, but the author may 
have many expenses he would take into con­
sideration as Copyright Cost.
Franchises
Franchises are never set up on the books 
unless there has been direct or indirect 
payment. The general rule of thumb seems 
to be that they are perpetual and no pro­
vision is to be made for writing off their 
cost. If, however, they are issued for a 
definite period of time the cost should be 
written off during that period. If they are 
revocable at the option of the governmental 
body granting them, it would then be ad-
(Continued on page 13)
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Chapter in Action
FUTURE ACCOUNTANTS OF AMERICA CLUBS RECEIVE CHARTERS
Muskegon Chapter of ASWA has organized and sponsored student clubs called ‘Future Ac­
countants of America” in five Muskegon schools to further the business training and education of 
accounting students. Charters were presented to the club presidents at the April meeting of Muske­
gon Chapter ASWA pictured above. Speaker at the meeting, Norman Kruse, president of the Mus­
kegon Chapter, National Association of Cost Accountants, is at lower left. At the raised table are, 
beginning at lower right and reading clockwise: Barbara Symons, president Heights High School 
FAA; Pauline Krogman, Muskegon High FAA president; Margie Trap and Ruby Scheneman, spon­
sors; Mary Lou Dornbush, president Muskegon School of Business FAA and its sponsor, Millie 
Mason; Myrna Jackson, president West Michigan Christian High School FAA; Ruth Eckman, ASWA 
president and June Sheldon, president of Catholic Central High School FAA. Standing is Dorothy M. 
Wisch, Scholarship Chairman of Muskegon Chapter ASWA.
We offer here a report on Muskegon activities presented by Dorothy M. Wisch in the belief 
that this program of student clubs is worthy of much thought and consideration by all ASWA chap­
ters and by other accounting organizations.
“To encourage and promote those starting in their 
accounting education.” Muskegon Chapter has taken 
this purpose of the American Society of Women Ac­
countants to heart. For several years we offered a 
scholarship to a woman student at Muskegon Junior 
College to further her studies in Accounting. Then 
a problem arose. We found there were no women 
students enrolled in Junior College who wished to 
become accountants.
Three years ago we thought we had the solution. 
We offered our scholarship to a graduating high­
school senior girl who had studied bookkeeping and 
wished to continue. Application forms were designed 
and an award rating scale set up. One of our mem­
bers was assigned to each of the seven high-schools 
in the area to contact the principal and the teachers 
and to explain the scholarship award. We found few 
applicants. In one school, the teacher, unaware of 
the opportunities for women in accounting, was 
encouraging her students to pursue secretarial studies 
so successfully that there were no applicants eligible 
in the school. In another school, with an enrollment 
of 700 students, there was a total of 17 students, 
boys and girls, in bookkeeping. This alarming situa­
tion was discussed at our next ASWA Board Meet­
ing. To stimulate accounting interest our Educa­
tional Committee Chairman suggested, “Why not a 
future accountants club, similar to Future Teachers 
or Future Nurses Clubs?”
This meeting took place at the end of our club 
year in 1952, and the suggestion was adopted as a 
(Continued on page 12)
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AUDITING IN TRANSIT
By HAROLD A. SENTMAN
Mr. Sentman, Internal Auditor of the Capital Transit Company, Washington, 
D. C., has been associated with electric interurban railways and city transit lines 
since 1922. He was elected president of the Washington, D. C. Chapter of The 
Institute of Internal Auditors in 1953 and has been a member of the Education 
Committee of The Washington Board of Trade for the past ten years.
This discussion of some of the conditions and problems which created the need 
for internal auditing in the Transit industry, and some of Mr. Sentman’s per­
sonal thoughts on developing personnel suitable for the job was presented at a 
February meeting of the Washington, D. C. Chapter of ASWA.
Auditing was largely a detailed checking 
process when I first became associated with 
the Transit business, or Traction business, 
as it was referred to in those days. The 
time-consuming audit procedures of those 
days have been gradually replaced by an 
emphasis upon service to management. The 
greatest change in internal auditing has 
come about during the last ten years, dur­
ing which business has been gradually grow­
ing more complex. With this growth in 
complexity, management is gradually being 
forced to delegate more and more of its 
authority in order to properly discharge 
its responsibility. Because of this delega­
tion of authority it becomes necessary to 
set up controls, and it is at this point that 
the new emphasis in internal auditing ap­
pears.
Controls
The internal controls set up by manage­
ment should each meet these tests.
(1) Does it control something that is worth­
while to control?
(2) Does it conform to lines of respon­
sibility, so that individuals may be 
held responsible for variations and 
given credit for results?
(3) Is it in proper perspective to the whole 
business picture or are minor items 
rigidly controlled because such control 
is feasible, while major items are less 
rigidly controlled because control is 
harder to establish?
(4) Does it meet protective requirements 
on a practical basis? Whether it is a 
petty cash fund, a storeroom, or a re­
tail store, the complication and cost 
of protective control must be appraised 
in relation to possible exposure to 
fraud, waste or loss.
(5) Does it facilitate business operation? 
Controls should be like dikes that di­
rect and control the flow of business 
transactions; they should not be dams
that are more hindrance than help.
(6) Is it flexible to meet changes in busi­
ness conditions? No business is static. 
Controls must change as risks and busi­
ness conditions change.
(7) Does it help the business to make more 
profit? This is the hardest question 
of all, as the answer may depend on 
the evaluation of calculated risks and 
the cost and hazards of alternate 
methods.
Qualifications of the Internal Auditor
In order for the internal auditor to take 
his place in the business organization today 
he must be accepted at all organizational 
levels, and he must be free from local 
management pressures and organizational 
politics.
Auditors fall into four distinct classes: 
(1) The small-sized fellow who is always 
making mountains out of mole-hills; 
whose chief concern seems to be find­
ing mistakes on the other fellow, thus 
losing sight of the real purpose of his 
work.
(2) The cold-blooded fellow who disregards 
the feelings of others by criticizing 
everything not in line with his own 
thinking. This fellow is so concerned 
with his own welfare that he loses sight 
of the damage he is doing to others, 
as well as to himself.
(3) The auditor with the broad understand­
ing of the real issues. He senses what 
is audit material and what is not, the 
over-all effect of his recommendations, 
and the light in which management 
will view them. He has a profound 
understanding of the purpose of his 
work.
(4) The auditor who assists management 
by helping employees to understand 
management and business principles 
better, in addition to having the qual­
ities of the auditor who falls into the
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third group.
This type of auditor will work with em­
ployees and explain to them the real intent 
of an audit, the necessity for correct prep­
aration of the reports, and their effect upon 
other segments of the office and the busi­
ness generally.
This fellow might be termed an educator, 
for, along with the conduct of his work, 
he is helping to train those with whom he 
comes in contact so that they have a better 
appreciation of their own particular part 
in the scheme of things and what manage­
ment is endeavoring to do. In giving this 
service to management, the auditor, of 
course, abstains from giving direct instruc­
tion outside of his own department. Out 
of his broader experience, he is simply 
helping to explain why the Company wants 
things done in a certain way, and is thus 
assisting management in building up a bet­
ter informed and more conscientious group 
of employees.
With respect to the internal auditing 
staff of our transit company, I have found 
that a well-rounded audit staff should in­
clude men who have experience in opera­
tions, as well as those whose training and 
experience are primarily along accounting 
lines. Sometimes personnel people fail to 
give sufficient consideration to the fact that 
the prime function of internal auditing is 
to promote the welfare and profitability of 
the entire business. Of twenty persons as­
signed to my department, only five have 
accounting degrees.
It is extremely hard to get people who 
possess all of the qualifications we would 
like to have in our employees. In addition 
to the qualifications listed above, we must 
have people who are not afraid of work, 
and who do not object to it. Sometimes we 
have to do a lot of studying to get the an­
swer to a tough problem. We aren’t always 
able to work the most desirable hours— 
sometimes we have to work at night, or more 
than eight hours a day, or on a Saturday, 
Sunday, or holiday.
For many years, going way back, indus­
try failed to recognize the importance of 
its people, and made little effort to under­
stand them and handle them intelligently. 
But today it is becoming a practice to choose 
executives not alone on the basis of their 
technical skill or knowledge of the busi­
ness, but also on their ability to get results 
through the willing efforts of the people 
under them.
There are many qualities associated with 
the development of human relations, inclu­
ding skill, tact, good judgment, knowledge 
of human nature, diplomacy, consideration, 
and sensitiveness to interpretations and 
reactions.
. The importance of human relations goes 
up the scale with the importance of the job. 
Skill, or job know-how, is at least 90% for 
a rank and file worker. For promotion to 
Foreman, know-how is about 50% and hu­
man relations about 50%. For promotion 
to executive, know-how is about 20% and 
human relations about 80%.
So far as you and I are concerned in our 
day to day dealings with people, human re­
lations are not complicated. Human nature 
is complex, but we can establish and main­
tain good human relations with the ma­
jority of people by observing certain prin­
ciples and using simple psychological tools. 
All of the principles of good human rela­
tions stem from the Golden Rule. And, like 
the Golden Rule, they work only if we be­
lieve in them and observe them.
Beginnings of Fraud
The vast majority of employees are hon­
est, and weaknesses which lead to fraud 
and waste often arise because of ineffective 
control measures. It is possible that more 
fraud and waste come from defects in ad­
ministration of essentially sound systems 
than from inherent weaknesses in the sys­
tems themselves. Of utmost importance in 
the development and maintenance of ade­
quate internal control are:
(1) a sense of relative values
(2) a feeling for the welfare of the busi­
ness
(3) an understanding of how people 
work and how they think.
Very few of the petty thieves, whose ac­
tivities are detected, come into our com­
pany for the express purpose of benefiting 
from their ability to work a well planned 
systematic method of stealing. The majority 
of thefts start in small amounts, and are 
most often crudely performed by persons, 
who momentarily cease to use their powers 
of reasoning, and steal when the greater 
opportunity exists. This emphasizes the 
necessity for closing and locking the doors 
to theft possibilities. When the forces of 
need and opportunity to steal present them­
selves, they are no respecter of race, creed, 
color or sex. Among the most common mo­
tives for stealing are found:
(1) Living beyond income
(2) Gambling, liquor and questionable 
associates
(3) Illness and hospital bills—or other 
unusual financial burdens.
Those who lack the strength to resist the 
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temptation include trusted employees, those 
of highly technical and academic accom­
plishments, and those of little education.
It is for us to provide a system which 
will prevent these things from happening, 
or detect them at an early date. We have 
found that being aware of certain danger 
signals will permit us to fulfil our respon­
sibility to our fellow employees to try and 
make better men and women out of them 
right at the start, rather than to watch them 
become hopelessly entangled in some serious 
trouble and then demand that they be 
discharged or legally prosecuted to teach 
them a lesson. The signals we are alert for 
are:
(1) Borrowing from fellow employees
(2) Personal checks cashed and returned 
for insufficient funds
(3) Collectors and creditors appearing 
at place of business
(4) Gambling in any form, beyond abil­
ity to stand loss
(5) Excessive drinking, night-clubbing, 
etc.
(6) Acquiring expensive automobiles, etc.
(7) Explaining high standard of living 
as money inherited
(8) Heavy buying of securities. 
Controls and Auditing at the Capital 
Transit Company
We had no Auditing Department in our 
company prior to March 1, 1941. Up to that 
time our very limited auditing program was 
carried out by Accounting Department per­
sonnel. Our present auditing program deals 
primarily with accounting and financial 
matters, but we also get into many matters 
of an operating nature.
As far as our general books are con­
cerned, we are audited more than most busi­
nesses. Our books are kept according to the 
“Uniform System of Accounts for Electric 
Railways,” prescribed by the Interstate Com­
merce Commission—and we are visited by 
their examiners from time to time. The 
Public Utilities Commission of The District 
of Columbia maintains a continuous audit 
of our accounts. One PUC auditor, for whom 
we furnish an office, furniture, equipment 
and telephone service, is assigned to full 
time work with our Company. We also em­
ploy a firm of public accountants. Then, of 
course, we have our own internal audit 
group.
Our Internal Auditing Department per­
forms much the same type of work as the 
internal audit group in any other business 
—including audit of all imprest petty cash 
funds, accounts receivable, accounts pay­
able, payrolls, expense accounts, suspense 
accounts, inventories, etc. Our biggest prob­
lems are associated with Stores, Payrolls and 
Cash. It is in these areas that there is the 
most room for fraud and waste. Fraud is 
occasional but waste is continual. The waste 
most evident in our Company is in the use 
of electric current, supplies and stationery, 
and we are constantly observing these 
things to keep them under control. It has 
been said that the greatest source of waste 
in business and industry is the employees’ 
failure to live up to their possibilities. I 
recently read an article written by a mem­
ber of the faculty of the School of Com­
merce of Northwestern University, which 
stated that most of us use about one third 
of our potential capacities, and that our 
offices operate at only 25% or 50% of ca­
pacity.
Stores
We attempt to keep a tight control on 
our storerooms and their issuing procedures 
to prevent the theft of tools, auto and bus 
parts, and other items of equipment. Du­
plicate requisitions are called in to the 
Auditing Department from the issuing per­
sons, and are compared to the original requi­
sitions to determine that storeroom em­
ployees have not added items to cover short­
ages or thefts. Inventories are strictly con­
trolled by the Auditing Department to pre­
vent falsification to cover shortages.
Payrolls
In addition to our standard audit pro­
cedures relating to payrolls, we make every 
possible effort to guard against the follow­
ing three practices:
(1) Carrying of fictitious help on pay­
rolls
(2) Carrying employees on payrolls be­
yond actual severance date
(3) Turning in time for absent employees 
Due to the constantly changing of work 
locations of many of our Track and Dis­
tribution Department and Way and Struc­
tures Department employees, we have to 
guard very closely against the incorrect re­
porting of time. For this purpose we have 
assigned one man to full time payroll work. 
This man attempts to contact or visually 
check each and every hourly employee, ex­
cept operators, each work day. These hourly 
employees include such classifications as 
linemen, electricians, carpenters, plumbers, 
welders, mechanics, laborers, etc. This time 
checker’s report is compared to the payroll 
each week to determine that no employee 
is paid for time not worked.
Cash
Although we maintain a tight control on 
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all cash, our major problem is Fare Receipts. 
I think you will realize the magnitude of 
this problem when I tell you that we have 
about 2,300 men operating approximately 
1,350 vehicles all over the District of Co­
lumbia and Montgomery and Prince Georges 
Counties in Maryland; and that these men 
are collecting fares in the amount of about 
$80,000.00 every week day. The real prob­
lem stems from the fact that we do not 
know how much our fare receipts are for 
a given day until two days later. At the 
close of the operating day, locked vaults 
are removed from the fare boxes and are 
stored in special rooms at each carhouse 
and bus garage—there are ten of these loca­
tions. On the following day, our armored 
truck crew unlocks and empties these vaults 
and transports the fare receipts to the Coin 
Room at the General Office Building. On 
the next day, the receipts are run through 
the sorting and counting machines; and, 
at this point, we know for the first time 
how much we have.
All fare box vaults are serially numbered. 
Each operator must list this number on his 
manifest. When the vault is removed from 
the fare box on the vehicle, the man who 
removes it must list on his report the serial 
number of the vault removed and the serial 
number of the vault inserted to replace it. 
When the armored truck makes the collec­
tions, the crew is accompanied by an auditor 
and an observer from the Auditing Depart­
ment. The auditor lists the serial numbers 
of all vaults as they are emptied, while the 
observer keeps the handling of the receipts 
under constant surveillance to see that none 
is lost for any cause. These various reports 
are compared in the Auditing Department 
to determine that all vaults which were in 
service have been removed from the vehicles 
and that receipts have been removed and 
transferred to the Company Treasury.
We began the conversion to this lock­
type fare box about twenty years ago when 
it appeared to us that everybody was mak­
ing money but the Company. Some of the 
conductors owned more property than most 
of the officials. We completed our conver­
sion to lock boxes in 1943—this was one 
of the first major accomplishments of the 
new Internal Audit Section.
Up to 1943 we were also using a regis­
tering fare box, which had a counting mech­
anism in its base, through which the con­
ductor, or operator, cranked the coins. Set­
tlement was made by the conductor accord­
ing to the readings of the box register. It 
didn’t take the men long to find out that if 
the crank was turned very rapidly, only a 
part of the coins would register. Some of 
the men would grind a depression into a 
penny, large enough for a dime to fit into, 
and keep dropping this coin into the box 
all day. Almost every time it came through 
the registering mechanism it brought a 
dime with it, and registered as a penny—a 
clear profit of nine cents per operation for 
the conductor. This kind of activity was 
ended by management’s acceptance of our 
recommendation for the installation of the 
lock-type, serially numbered fare boxes, 
with provisions for a tight control by the 
Auditing Department.
After the installation of lock-type fare 
boxes on all vehicles, the opportunities for 
theft were reduced to a minimum. Of course, 
the operator could hand-collect fares, or 
thefts could occur in the Coin Room of the 
Treasurer’s Office before the receipts were 
counted. Suspicion on the part of the rider 
almost eliminates the possibility of the op­
erator getting by with hand collection. Just 
to make sure, we still maintain our force of 
Confidential Inspectors who ride our vehicles 
and report rules violations, including those 
relating to fare collection. It is not likely 
that thefts in the Coin Room would go un­
detected for long. We have constructed a 
corridor dividing the Auditing Department 
and the Coin Room, to which the only ac­
cess is through my office. On the Coin Room 
side of this corridor we have one-way glass 
panels, through which we can observe all 
that goes on in the Coin Room. Persons on 
the opposite side can not see through—the 
glass looks like an ordinary mirror to them.
(Continued from page 8)
major project of the Education Committee for the 
new year. At the first subsequent meeting, a model 
set of By-Laws was drawn up and a list of suggested 
club activities. The City bookkeeping teachers were 
invited to be our guests at one of our regular chap­
ter meetings and we met with them and presented 
our ideas and plans. Their reaction was favorable 
and they promised full cooperation, pointing out, 
however, that they thought the activities and benefits 
should include both girls and boys. We agreed and 
changed the tentative name of the embryo clubs 
from Future Women Accountants to Future Account­
ants of America.
Membership in FAA is open to all area high­
school, business school, and junior college students 
of bookkeeping and accounting. Each of the chapters, 
now numbering five, has been started by one of our 
members of ASWA, who will act as a “sponsor”, 
contacting and meeting with one of the teachers and 
the past, present and future students of bookkeeping 
at the school. She explains our aims, projects, and 
the following purpose of FAA:
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“The purpose shall be in accordance with the 
policy and program of the ASWA, to learn about the 
opportunities in accounting, to cultivate the qualities 
essential to a good accountant, to have actual experi­
ence in observing accountants in practice, and to 
foster the development of student leadership.”
At this organizational meeting, students elect their 
officers and decide on meeting times, dues, etc. They 
meet once monthly in the school commercial class­
rooms, some during, others outside of school hours.
Volunteer speakers from Muskegon Chapter ASWA 
are called on by the ASWA “sponsor” to develop 
accounting topics and lead discussions at these 
monthly meetings. These speakers bring out prob­
lems of credit and the male accountant’s viewpoint 
by reading papers prepared by the co-operating local 
chapters of the National Association of Credit Men 
and the National Association of Cost Accountants.
To achieve the purpose of having actual experi­
ence in observing accountants in practice we have 
been most fortunate in obtaining the cooperation 
of the National Association of Cost Accountants. This 
group currently is supporting, as a project of its 
educational program, a series of plant visitations by 
our FAA chapters.
Because of the embryonic stage of FAA, so much 
room is left to develop that we cannot see the end 
in sight. FAA has met with such success in our com­
munity, that we would like to see other ASWA 
chapters inaugurate the same project in their cities. 
The satisfaction and happiness resulting from the 
association of such receptive minds cannot be 
measured.
(Continued from page 7) 
visable to charge off their cost rapidly.
Leaseholds
Let’s look first at the definition of lease. 
“A contract by which the owner of real 
estate, without giving up his ownership 
rights to it, hands it over to another per­
son for a period of time for a designated 
rent.” A leasehold is such a contract or 
estate for years. If the contract calls for 
regular periodic payments it is treated just 
as though no contract were entered into 
and the monthly or annual expense is re­
corded as due and disbursed. Many such 
leasehold contracts, however, call for an ad­
vance payment of the entire rental. When 
advance payments are made covering a num­
ber of years the advance payment is com­
puted as the Present Value of the periodical 
rentals taking into consideration the cur­
rent interest rate. Theoretically, then, in­
terest must also be considered in writing 
off the Leasehold Account. The original 
entry for the year would be:
Rent (for the first year’s expense)
Leasehold or Prepaid Rent (for the 
balance of the contract)
Cash (for the total amount paid)
Thereafter we would make the following 
annual entry:
Rent (for the year in question) 
Interest Income
Leasehold or Prepaid Rent
The amount of Interest Income would 
gradually decrease and the credit to the 
Leasehold Account would increase each year. 
However, recording of implicit interest in­
come is not the customary accounting prac­
tice and the usual procedure is to make the 
rental charge only in the amount of the 
leasehold credit. Because of the involved 
calculations, many choose to use the straight 
line method in accounting for advance ren­
tal payments.
Improvements to leased property should 
be amortized over the life of the lease. 
Buildings constructed on leased land are 
handled in the same manner. If the contract 
calls for a payment by the owner of the 
land at the expiration of the lease, this 
amount should be taken into consideration 
when determining the total to be charged 
off during the life of the lease.
Trademarks
Usually, trademarks have a relatively 
small original cost and the method of amor­
tization used is not too important. A serv­
ice for registration of trademarks is pro­
vided by the United States and such regis­
tration is accepted as evidence of prior use. 
A claimant who has not registered his trade­
mark accepts the burden of proof in a legal 
suit to establish prior use. The certificate 
of registration is good for twenty years 
and is renewable.
Organization Cost
This account is charged with all the 
original items of expense of incorporation 
such as the promoter’s fees and the original 
franchise. There are two generally accepted 
procedures for treatment of Organization 
Cost or Expense. Since these items are of 
benefit to the entire life of the company 
rather than just the first year, we cannot 
charge them off to expense the first year, 
and therefore must capitalize them or set 
them up as Deferred Charges. One proce­
dure is to allow this account to remain on 
the books as a Deferred Charge or a fixed 
asset for the life of the Corporation, writ­
ing it off only upon the dissolution of the 
Corporation. On the Balance Sheet it can 
also be shown as a reduction to the Net 
Worth rather than as an Asset. The Treas­
ury Department has followed this theory
(Continued on page 15)
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IDEA EXCHANGE
By THEIA A. CASCIO, Beverly Hills, California
Contributed by Minnie Haan, Holland 
Chapter
SALES VOLUME BY PRODUCT AND 
TERRITORY
Here is another use for the Accounting 
Machine. To obtain the daily sales figure 
for ledger posting, first classify the sales 
by products, alphabetically, within sales 
territory. Use the different keys or regis­
ters on the Accounting Machine for the 
products classifications, and sub-total after 
each sales territory. The result is a total 
sales for the day by classification; and a 
simple subtraction on the adding machine 
results in sales by classes for each sales 
territory. By the month-end, the Sales 
Manager has a quick analysis by product 
and/or territory.
Contributed by Mary F. Hall, CPA, District 
of Columbia Chapter
LABEL YOUR LEDGERS
Are your ledgers clearly labelled? Have 
you ever thought what a boon it would be 
to a new employee or the independent 
auditor to be able to differentiate between 
the various journals and ledgers? If you 
haven’t, take the few moments required and 
label all books of accounts so that anyone 
can tell at a glance whether it is the Sales 
Journal, Cash Receipts Journal, Cash Dis­
bursements Journal, etc.
OUTSTANDING CHECK LIST
All too often, the list of outstanding 
checks used to reconcile bank statements is 
written out in longhand, added on an adding 
machine, then finally typed and re-added. 
This repetition is unnecessary if the out­
standing checks are picked up on an adding 
machine tape in the first instance. Check 
numbers can easily be noted on the margin 
of the tape; and if dates of the older checks 
are necessary, these, too, can be noted.
Contributed by Alice B. Walsh, Grand
Rapids Chapter
FOR TRANSFER TO FORMS 1099
An annual record of payments of Direc­
tors’ Fees might be headed as follows: 
Director’s Name Check No. Amount Date 
Allow sufficient lines for posting the various
fees during the year plus a line for the 
grand total. The totals are then complete 
for transfer to Forms 1099. These memo­
randums are a ready reference, too, in case 
any director’s personal records have been 
lost or destroyed.
For ease in accumulating travel expense 
totals for transfer to Forms 1099 try issuing 
travel expense checks in duplicate when de­
tailed expense reports are not furnished.
Contributed by Mavin J. Hayse of Los An­
geles Chapter
EMPLOYEES’ EARNINGS RECORDS
Ruling off the individual employees’ earn­
ings records with a different colored pencil 
each quarter facilitates picking up the 
proper balance in the preparation of federal 
and state social security returns. Rule each 
sheet whether or not a check or pay has 
been issued during the last quarter. A quick 
glance will tell whether an employee should 
be included in the current report, and what 
earnings are to be included in that quarter’s 
report.
The different colors are particularly help­
ful when the report is prepared by first 
putting down the total earnings for the 
year, then deducting the total earnings for 
previous quarters in order to arrive at the 
earnings for the last quarter.




Would you like a machine for simple cal­
culations to be used in the field which you 
can carry in a pocket or brief case? Con­
sider the possibilities of the Model 2 Curta 
Calculator. It fits in the hand and weighs 
only twelve ounces. It is manufactured by 
German and Swiss technicians. The dis­
tributor is Curta Calculator Company of 
Chicago, Illinois.
* * *
The most efficient laborsaving device is 
still money. (Franklin P. Jones)
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in the past. There is some probability that 
contemplated changes in the Income Tax 
Law may permit Organization Expense to 
be written off.
The second accounting procedure is to 
write this account off over a period of two 
to five years even though the deduction in 
valuation is not allowable for tax purposes. 
This procedure can affect the stockholders 
to some extent in that Surplus available 
for dividends is reduced by the charge to 
the Profit and Loss statements. However, 
either method appears satisfactory.
A little more determination, a little more 
pluck, a little more work—that’s luck.
* * *
Every minute you are angry you lose 
sixty seconds of happiness.
* * *
No price is too high to pay for a good 
reputation.
* * *
Nature gives us talent but it is for man 
to make it work.
* * *
Moderation is the pleasure of the wise.
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